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It  has  become  increasingly  difficult  to  estimate  the  status  of  the  economy  of 
Communist  China  since  the  beginning  of  the  "Great  Leap  Forward"  in  1958.   Of- 
ficial Communist  Chinese  statistics  have  been  unreliable  although  the  grossly 
exaggerated  claims  made  since  the  completion  of  the  collectivization  of  agri- 
culture in  1956  have  been  revised.   Since  1958,  the  flow  of  information  from 
the  mainland  of  China  has  slowed  to  a  trickle   The  only  available  information 
has  been  gleaned  from  mainland  publications,  refugee  statements,  and  the  com- 
ments of  the  few  foreign  travelers  who  have  been  permitted  to  enter  the  country,, 
No  figures  have  been  published  on  the  performance  of  agriculture  for  1961,  and 
none  are  available  for  the  individual  grain  crops  since  1958„   Such  statistics 
are  usually  released  in  annual  reports  presented  to  the  National  Peoples  Congress. 
This  year,  the  Congress  met  on  April  16,  but  once  again  no  agricultural  data  were 
released.   There  was,  however,  a  press  communique  which,  when  viewed  in  the 
light  of  other  events,  tends  to  substantiate  the  view  that  there  has  been  a  major 
change  in  national  policy  toward  agriculture  as  a  result  of  the  present  critical 
food  shortages o 

The  Current  Crisis 

Although  detailed  information  is  scarce,  it  has  become  well  established  that  a 
combination  of  mismanagement  in  the  agricultural  collectives  or  "peoples  com- 
munes", natural  disasters,  and  excessive  exploitation  of  the  agricultural  sector 
of  the  economy  has  precipitated  a  crisis  of  major  proportions „   Aside  from  spe- 
cific reports  of  food  shortages  and  malnutrition,  the  magnitude  of  Chinese 
Communist  food  purchases  from  other  nations  at  the  expense  of  imports  of  indus- 
trial equipment  indicates  that  the  Communist  regime  has  given  priority  to  the 
need  for  food  over  the  need  for  industrial  development,,   Furthermore,  the  com- 
munique released  at  the  close  of  the  National  Peoples  Congress  indicates  that 
there  has  been  a  major  shift  in  Communist  policy  with  regard  to  the  respective 
claims  by  agriculture  and  industry  on  the  use  of  available  labor  and  capital „ 

For  agriculture,  the  "Great  Leap  Forward"  is  now  restated  as  "readjustment,  con- 
solidation, fulfillment,  and  improvement".   Their  call  for  "readjustment"  of  pro- 
duction includes  increased  effort  to  raise  agricultural  productivity  and  the  out- 
put of  articles  for  daily  consumption  by  light  industry  with  lessened  emphasis  on 
heavy  industry.   The  official  policy  advocating  communal  mess  halls  was  quietly 
dropped  in  196l„  Although  the  production  brigade  is  still  the  smallest  unit  which 
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engages  in  exchange  of  basic  commodities  with  the  government,  the  decisions  with 
regard  to  agricultural  production  practices  are  made  at  the  lower  production  team 
level0   In  forming  their  agricultural  production  plans,  the  political  cadres  are 
being  told  to  rely  increasingly  on  the  knowledge  of  the  older  more  experienced 
peasants  and  those  closest  to  the  production  site0   As  a  further  concession,  in- 
dividuals are  allowed  to  farm  small  plots  of  land  privately  along  paths  and  banks 
where  the  efforts  of  the  production  teams  are  less  effective  and  to  retain  the 
product  from  a  small  number  of  livestock.   The  peasant  is  legally  free  to  keep 
this  product  for  his  own  use  or  direct  exchange  with  another  consumer,  but  there 
are  large  pressures  on  him  to  sell  the  product  to  the  state  at  a  fixed  price  as 
evidence  of  his  patriotism.   The  character  and  volume  of  persuasive  arguments  in 
the  mainland  press  urging  such  sales  are  evidence  that  the  central  government  is 
having  difficulty  in  obtaining  this  food  for  urban  consumption. 

Although  the  Communists  claim  that  1961  industrial  targets  were  attained,  without 
stating  what  these  targets  were,  it  is  evident  that  an  increasing  quantity  of  in- 
dustrial output  is  being  channeled  back  to  the  agricultural  sector  in  the  form  of 
farm  implements,  fertilizer,  and  other  materials  necessary  to  increase  agricul- 
tural production,,  In  view  of  the  stated  Communist  long-range  policy,  however,  it 
is  likely  that  the  government  will  revert  to  rapidly  increasing  industrialization 
at  the  expense  of  agriculture,  if  and  when  agricultural  production  reaches  a  tol- 
erable minimum  compatible  with  political  stability., 

Grain  and  Foreign  Exchange 

Much  more  apparent  to  the  Western  observer  than  interpretation  of  the  current  in- 
formation from  the  mainland  are:   the  impact  of  Communist  China's  food  imports  on 
the  world's  grain  trade,  the  repercussions  of  Chinese  sales  of  precious  metals  on 
the  silver  market,  and  increased  shipping  rates  as  a  result  of  increased  demand 
for  transportation  services  to  move  grain  to  China0 

For  1961,  the  Chinese  Communists  signed  purchase  agreements  for  a  little  more  than 
6  million  metric  tons  of  grain  including  wheat,  barley,  rice,  oats,  corn,  and  wheat 
flour0   Grain  imports  to  China  and  sales  contracts  signed  by  the  Chinese  Communists 
reported  for  1961  (Table  1)  indicate  that,  after  allowing  for  diversions  of  grain 
to  Cuba,  Albania,  and  East  Germany,  approximately  5„4  million  metric  tons  reached 
the  mainland.  Agreements  signed  for  shipments  in  1962  currently  total  3%  million 
metric  tons  or  almost  60  percent  of  the  1961  level  of  agreements c   The  largest 
proportion  of  this  grain  is  coming  from  Canada  and  Australia,, 

Prior  to  the  large  Chinese  Communist  purchases,  both  Canada  and  Australia  were 
worried  by  surplus  supplies  of  grain,,   Now  the  pressure  by  these  countries  to  seek 
further  export  outlets  no  longer  exists. 

It  is  also  necessary  to  consider  the  capacity  of  the  Chinese  Communists  to  pay  cash 
for  further  grain  purchases  or  to  negotiate  additional  credit „   The  Canadian  govern- 
ment has  guaranteed  payments  to  the  Canadian  Wheat  Board  in  the  event  of  default  by 
the  Chinese  Communists  up  to  (C)  $100  million,  and  the  current  use  of  this  credit 
stands  at  60-70  percent.   The  Australian  government  does  not  formally  guarantee 
payments  in  the  event  of  Communist  Chinese  default,  and  there  is  increasing  pres- 
sure against  further  credit  sales.   The  questionable  foreign  exchange  position  of 


the  Communist  governmen   and  the  unwillingness  of  governments  currently  in 
command  of  exportable  supplies  to  sell  and,  in  particular,  to  extend  credit 
in  the  absence  of  burdening  surpluses  are  basic  constraints  on  further  sales 
of  grain  to  Communist  China. 

The  pressure  of  food  shortages  on  the  mainland  has  not  caused  the  Communists 
to  break  their  external  food  commitments0   The  350,000  tons  of  Burmese  rice  that 
the  Chinese  Communists  agreed  to  purchase  in  1961  resulted  in  the  actual  shipment 
of  371,900  metric  tons.   Of  this,  only  55,000  tons  was  shipped  for  consumption  on 
the  mainland.   The  balance  was  used  to  fill  China's  external  commitments,  largely 
to  Cuba  and  Ceylon,,   There  has  also  been  diversion  of  grain  to  Albania  and  East 
Germany o 

The  necessity  for  the  Communist  Chinese  government  to  acquire  foreign  exchange 
for  the  purchase  of  grain  and  other  imports  has  led  to  major  shifts  in  their  trade 
with  both  the  West  and  the  Communist  Bloc  nations.   Assuming  $45  million  in  ship- 
ping costs,  the  requirements  for  1961  food  shipments  have  been  estimated  to  be 
about  $230  million  in  1961  with  additional  payments  of  $132  million  due  in  1962. 
Purchase  agreements  for  1962,  assuming  added  transportation  costs  of  10  percent  of 
purchase  price,  mean  approximately  $330  million  is  to  be  paid  during  1962  and  1963 
if  no  further  agreements  are  signed.   To  generate  the  necessary  foreign  exchange, 
the  Chinese  Communits  have  drastically  curtailed  imports,  and  sharply  expanded 
silver  sales  to  Britain. 

It  is  generally  believed  that  food  purchases  have  pared  Chinese  Communist  foreign 
exchange  reserves  to  the  vanishing  point  if  not  to  the  point  of  committing  future 
earnings.   To  date,  there  is  no  instance  of  default  in  the  payment  for  foodstuffs. 
The  UoS.S.R.  has  agreed  to  postpone  Communist  China's  payment  on  outstanding  defi- 
cits, spreading  the  repayment  over  a  5-year  period  at  no  interest. 

Indication  of  the  extent  of  the  shift  in  the  trade  pattern  of  Communist  China  may 
be  found  in  the  drop  in  West  German  exports  to  China  in  the  first  11  months  of  1961 
to  $28.9  million  from  $90.0  million  in  the  comparable  period  of  1960.   This  drop  is 
even  more  marked  with  respect  to  industrial  goods  since  the  1961  exports  to  Mainland 
China  include  $7„6  million  in  flour0   During  the  same  period  West  German  imports 
from  China  fell  from  $6802  million  to  $35.9  million.   British  exports  to  Communist 
China  fell  from  $87„9  million  in  I960  to  $3601  million  in  1961,  but  as  a  result  of 
increased  shipments  of  silver  to  Britain,  British  imports  from  Communist  China  rose 
from  $6902  million  in  1960  to  $86.5  million  in  196l„   Communist  China's  trade  with 
other  countries  of  Western  Europe  and  Asia  has  sharply  declined. 

Communist  China's  favorable  balance  of  trade  with  Western  Europe  in  1961  was  large- 
ly due  to  the  increased  shipments  of  silver  to  London,,   She  sold  7„4  million 
ounces  of  silver  to  Britain  in  I960*   Silver  shipments  to  Britain  increased  to 
43„4  million  ounces  in  1961  in  addition  to  about  $1.2  million  in  gold  bars.   The 
effect  of  these  shipments  has  been  to  restrain  sharp  rises  in  the  price  of  silver 
as  current  demand  in  non-monetary  use  has  out-stripped  current  world  product ion„ 

There  has  been  a  further  impact  of  Communist  Chinese  grain  purchases  on  the  demand 
for  grain  transports,,   The  pressure  of  this  demand  has  resulted  in  increases  in 
shipping  rates,  especially  those  from  North  American  Pacific  ports  to  the  Far  East,, 
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The  Communist  Chinese  Government  stands  on  the  threshold  of  a  crucial  year0  An- 
other year  of  managerial  bungling  in  agricultural  production  or  widespread  natural 
disasters,  or  some  combination  of  these  factors,  could  tax  the  current  regime  in 
the  form  of  increased  apathy  and  civil  disobedience,  perhaps  to  the  point  of  polit- 
ical instability,,   The  current  reserves  of  foreign  exchange  are  slim  or  nonexistent 
and  credit  resources  are  dwindling,,   The  Communist  regime  has  subordinated  its  drive 
for  expansion  of  heavy  industry  to  prime  emphasis  on  increasing  the  supply  of  food 
and  basic  consumer  goods0   There  is  little  evidence  that  the  pressure  of  food  short- 
ages have  altered  Communist  foreign  policy  objectives  and  the  shipments  of  food  used 
to  implement  them. 

The  Chinese  Communists  have  changed  their  domestic  policies  to  meet  the  current 
crisis,,   It  remains  to  be  seen  if  the  uncontrollable  weather  and  the  limits  of  the 
patience  and  endurance  of  the  Chinese  people  will  allow  the  current  regime  to  make 
the  gross  errors  inherent  in  the  "Great  Leap  Forward"  and  still  survive „ 


Table  1„=-  Grain  Imports  and  Purchases,  Communist  China,  1961  and  1962—  Volume 

(1,000  Metric  Tons) 


Source 

Wheat 

Barley 

Flour  'LI 

Oats 

Corn 

Rice 

Total 

1961  -  Imports 

Argentina 
Australia 

3/ 

-  2  , 1 1 3 

366 

62 

60 

45 

^55 

45 
2,601 

Burma   ,-  , 
Canada  — 
France 

i'l.471 

660 
260 

34 

55 

2,131 

294 

Germany  (West) 

254 

254 

Total 

3,584 

1,286 

350 

60 

45 

55 

5,380 

1962  -  Purchases 

Argentine 

100 

50 

150 

Australia 

700 

5 

20 

725 

Burma   ,-  , 
Canada  — 

1,950 

200 

200 

200 
2,150 

France 
Germany  (West) 

200 

200 

69 

400 
69 

Total 

2,950 

405 

69 

20 

50 

200 

3,694 

1/     As  of  April  1,  1962. 

2/  Wheat  equivalent  of  flour  exports. 

3/   An  additional  28,618  m„t.  went  to  Albania. 

4/   Estimated  to  have  actually  reached  China  out  of  350,000  m.t.  agreement  after 

diversions  to  Cuba  and  Ceylon, 
5/  Agreement  provides  for  purchase  from  Canada  during  period,  June  1961 -December 

31,  1963,  5  million  m.t0  of  wheat  and  1„25  million  m.t.  of  barley. 
6/  Excludes  grain  diverted  to  Albania  (60,000  m.t.)  and  E.  Germany  (150,000  m„t.) 


